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TUESDAY, JUNE 19, 1956 


Hovsr or REPRESENTATIVES, 
SUBCOMMITTEE ON DEPARTMENTAL 
ADMINISTRATION AND Crop INSURANCE, 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D. C. 
The subcommittee met at 10:15 a. m., pursuant to call, in room 
1310, New House Office Building, Hon. John L. McMillan (chairman 
of the subcommittee) oe 
Present: Representatives McMillan, Watts, and Dague. 
Present also: Dr. A. Fernés-Isern, Resident Commissioner, Puerto 
Rico; Mrs. Mabel C. Downey, clerk; and John J. Heimburger, counsel. 
Mr. McMuttan. Dr. Fernés, the committee would like to hear you 
on your bill H. R. 5275. 
. R. 5275 is as follows:) 


[H. R, 5275, 84th Cong., Ist sess.] 
A BILL To amend the Federal Crop Insurance Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 508 of the Federal Crop Insurance 
Act, as amended (7 U. 8S. C. 1508), is amended by adding a new subsection (f) 
to read as follows: 

“(f) Notwithstanding any other provision of this title, the Corporation is 
hereby authorized, under such terms and conditions as it deems consistent with 
sound reinsurance principles, to provide reinsurance on any crop or plantation 
insurance he og in Puerto Rico by a duly authorized agency of the Common- 
wealth of Puerto Rico.” 


STATEMENT OF DR. A. FERNOS-ISERN, RESIDENT COMMISSIONER, 
PUERTO RICO 


Dr. Fernés. Mr. Chairman, I very much appreciate the opportu- 
nity to present to the committee my views in support of my bill, H. R. 
5275, which would amend the Federal Crop Insurance Act for the 
purpose of authorizing the Federal Crop Insurance Corporation to 
make reinsurance on crop and plantation insurance available to 
farmers under a crop-insurance program operating under legislation 
of the Commonwealth of Puerto Rico. 

This bill was introduced on the basis of a recommendation result- 
ing from a study of the needs of agriculture in Puerto Rico, which was 
undertaken in 1950 jointly by the United States Department of Agri- 
culture and the Government of the Commonwealth of Puerto Rico: 
This study and the resulting recommendations were published by th 
Department of Agriculture of the United States in a report entitled 
“‘A- Comprehensive Agricultural Program for Puerto Rico,’’ whieh 
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was issued in January 1953. The details of the analysis of the crop- 
insurance program in Puerto Rico and the recommendation relating 
to reinsurance by the Federal crop-insurance program may be found 
on pages 168-170 of that report. I offer this portion of the report for 
the record. 

Mr. McMi1an. Without objection, it may be incorporated in the 
record. 

(The information is as follows:) 


Excerpt ror A CoMPREHENSIVE AGRICULTURAL PROGRAM FOR PuERTO Rico 
REFERRED TO IN THE STATEMENT OF Dr. A. FerNés-IsERN, REsIDENT Com- 
MISSIONER OF PuERTO Rico 


An important adjunct to agricultural credit is crop insurance. The program 
under the Federal Crop Insurance Act has not been made available to Puerto Rico. 
However, the Puerto Rican Government has provided for its own crop-insurance 
program under legislation first enacted in 1945. This affords insurance only for 
coffee, providing coverage for the coffee crop and for the coffee plantations 
against the losses that may result from hurricanes. The crop-insurance program 
for coffee has done much to instill greater confidence in this industry. In the 
past, when no such protection was available, hurricane losses were ruinous for 
growers. Many of them were wiped out when a severe hurricane hit and 
destroyed both the coffee crop and the plantation of coffee and shade trees. Most 
growers did not have the money or the credit needed to rehabilitate their coffee- 
growing enterprises after a storm disaster. Now, with coffee-crop insurance 
available from the local government, the growers who carry this insurance are 
more secure. And those with this form of insurance are in a good position to 
obtain production credit from banks and other sources since the financial risk is 
lessened by the coverage. 

The coffee-crop insurance program started in Puerto Rico in 1946-47, when 
1,421 policies were written for an amount totaling $2,478,263. In 1951-52 there 
were 2,443 policies in force amounting to $5,481,551, and coffeegrowers paid 
$307,093 in premiums for this protection. The program is entirely self-supporting 
with premiums paid by growers covering operating costs and adding to the re- 
serves against losses. All of the insurance risk taken under this Pts re by the 
Puerto Rican Government is reinsured on a participating basis. his reinsurance 
has been obtained from private insurance companies. In 1951—52 reinsurance 
covered 42 percent of the $4,289,499 in insurance written on the coffee crop and 
34.5 percent of the $1,192,101 insurance written on coffee plantations. 

While so far the Puerto Rican Government has been successful in getting pri- 
vate companies to reinsure the risks taken under the crop-insurance program, a 
great deal of difficulty has been encountered in obtaining the necessary coverage. 
The insurance companies, most of them in the States and a few overseas, are 
reluctant to take on this business for many reasons aside from the fact that there 
is risk involved. For the most part, the companies know very little about crop 
insurance. Also, the amount of income that they may derive from reinsuring 
the crop-insurance program for the local Government is small for any one com- 
pany since no single company will take all of the reinsurance and, therefore, the 
risk has to be distributed among several companies. Actually, most of the pri- 
vate companies would rather not be bothered with this, but they have been willing 
to help out largely as a matter of service and accommodation since they do other 
business in Puerto Rico. 

Reinsurance is absolutely necessary for the crop-insurance program adminis- 
tered by the Puerto Rican Government, which is in no position to provide this 
kind of protection itself. How long the private insurance companies will con- 
tinue to write the necessary reinsurance for this program is problematical, even 
if no storm losses are experienced. It is almost certain that they will discontinue to 

rovide reinsurance the first year after a hurricane should hit, and from then on 
t will undoubtedly be hard to get them to participate again. 

The difficulties now being encountered, and the reluctance of the private com- 
panies to write the necessary reinsurance for the Puerto Rico crop-insurance pro- 
gram, must be faced squarely so that this important program may not be im- 
periled. The only source outside of the private insurance companies that could 
provide the reinsurance protection that is needed is the Federal Government 
under. the Federal Crop Insurance Act. This law should be amended by the Con- 
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gress to authorize the Federal Crop Insurance Corporation to reinsure any crop 
or plantation for which insurance is written under the crop-insurance program 
operating in Puerto Rico under local legislation. Such reinsurance would be 
simple and economical to handle since the Federal Crop Insurance Corporation 
would not deal directly with farmers but with the agency of the Puerto Rican 
Government responsible for administering the program among farmers on the 
island, This is how it now works out with the private companies writing the rein- 
surance,.and the same-satisfactory relationship could .be maintained with the 
Federal Corp Insurance Corporation if it were authorized to provide this reinsur- 
ance protection. 

The erop-insurance program in Puerto Rico is playing an important role in the 
agriculture of the island. Although it is now available only to coffee growers, the 

rogram is demonstrating the value of insurance protection to crop producers, 
botn insurance has brought to the coffee industry confidence and a certain stability 
that has made it possible for growers to look ahead with their production plans 
and enable public and private lending agencies to increase their loans to coffee 
farmers. The insurance that growers take out on their coffee crop provides added 
security for the credit they may obtain. 

Most of the lenders who finance coffee growers insist that the crop be covered 
by insurance for the protection of both the grower and the lender. When loans 
are made, the insurance is endorsed to the lender as security and this provides a 
basis for sound credit which most growers never before had available to them 
because of the element of risk. As this program has progressed, more sources of 
credit have been willing to help coffee growers finance their production and im- 
prove their plantations. This has been very noticeable in recent years. During 
1949-50, for example, endorsement of coffee-crop insurance on loans made to 
to growers by private banks, governmental lending agencies, and private indi- 
viduals totaled 485 and the money involved amounted to $771,615. In 1951-52, 
there were 1,207 endorsements on insurance totaling $2,448,425. This amount 
represented the biggest part of the total credit received by the coffee growers. 

On the basis of the experiente with coffee-crop insurance in Puerto Rico and 
similar experience with insurance for other crops in the States, it is clear that this 
form of protection is essential to farmers and can contribute substantially to 
agricultural development. Crop insurance should be extended to additional 
crops in Puerto Rico, and the possibilities need to be thoroughly explored. 

obacco is one of the crops for which insurance protection would be highly 
desirable. It would be very helpful to the growers who, in most instances, are 
unable to obtain the production credit they need because of the risks in growing 
the crop. There is ample experience with crop insurance in the tobacco-producing 
areas of the United States which could be utilized to good advantage in developing 
such.a. program for Puerto -Rico. Tobacco-crop insurance. on the. island would 
undoubtedly bring a great deal of stability to this important industry on which 
so many small farmers depend. 

Also, crop insurance should be feasible for commercial plantations of bananas 
and plantains, and need only provide protection against disastrous losses from 
hurricanes. If such insurance were available for these crops, it would unquestion- 
ably stimulate production of bananas and plantains, since they have commercial 
export possibilities. Because these crops are susceptible to hurricane damage, it 
is difficult to obtain financing for their production at the present time. Insurance 
against. such losses would greatly lessen the financial risk now involved. 

Crop insurance for pineapples, sugarcane, and for cotton that is properly grown 
would also be very desirable. Pineapple is a crop that should be covered since 
its production involves a high investment per acre. Crop insurance for pineapples 
would be an important stimulus to bringing about needed expansion in the pro- 
duction of this valuable farm product in Puerto Rico. 

Insurance that is written for any crop should only be for the purpose of pro- 
tecting the investment that the grower has made in it so that in event of loss or 
disaster the farmer is not put out of business but has his money to start over 
again with the next crop. In order to pave the way for the needed broadenin 
of the crop-insurance program in Puerto Rico, the local law should be amende 
to authorize the study and development of crop-insurance programs for other 
c in addition to coffee. This authorization should extend to tobacco, bananas 


an a pineapples, cotton, and sugarcane. Studies should be made of the 
feasibility of insurance for these various crops and the premium rates that would 


have to apply in order to make the program self-supporting. Where the studies 
definitely show the practicability of insurance on a sound basis for a particular 
crop, then provision should be made to make it available to those producers. 
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Dr. Fernés, The Federal Crop Insurance Act does not now provide 
for the extension of Federal crop insurance to Puerto Rico. Since the 
Commonwealth of Puerto Rico has its own crop-insurance program, 
there is no need for the extension of Federal crop insurance, as such, to 
Puerto Rico. There is, however, a need for authority under the 
Federal Crop Insurance Act that would permit the Federal Crop In- 
surance Corporation to reinsure the crop insurance that is written 
under the program of the Commonwealth of Puerto Rico. 

For several years, reinsurance of crop insurance written by the 
Commonwealth of Puerto Rico has been provided by private under- 
writers. This reinsurance was first provided by foreign companies, 
and in more recent years the reinsurance has been written largely by 
private American insurance companies. 

There is no intention on the part of the Government of the Com- 
monwealth of Puerto Rico to displace the reinsurance now written by 
the private insurance companies with reinsurance that could be pro- 
vided by the Federal Crop Insurance Corporation with the enactment 
of H. R. 5275. I believe the committee has already been given assur- 
ance that there would be no displacement of the privately written rein- 
surance. This assurance was given in a letter which the Secretary of 
Pennie and Commerce of Puerto Rico sent to the chairman of the 
full committee last summer, shortly after I introduced H. R. 5275. 
At this time, I request that this letter be made a part of the record. 

The letter is in the files of the committee. 

a McMiuan. Without objection, it will be made a part of the 
record. 


(The information is as follows:) 


CoMMONWEALTH OF PurERTO Rico, 
DEPARTMENT OF AGRICULTURE AND COMMERCE, 
San Juan, P. R., July 19, 1956. 


Hon. Haroup D. Cootey, 
Chairman, Committee on Agriculture, 
House of Representatives, Washington, D. C. 


Dear ConeressMAN Cooter: The purpose of this letter is to urge early enact- 
ment of H. R. 5275, a bill to amend the Federal Crop Insurance Act, as amended. 
This legislation proposes to authorize the Federal Crop Insurance Corporation to 
provide reinsurance on crop and plantation insurance available to farmers under 
our program in Puerto Rico. 

Crop insurance has been provided by the Commonwealth of Puerto Rico since 
1946. Under this program protection against hurricane damage to coffee crops 
and plantations is available to growers of coffee. Studies are now being made to 
determine the soundness and feasibility of providing limited insurance coverage 
for producers of some other crops. 

This insurance program is administered in the Department of Agriculture and 
Commerce of Puerto Rico. It has operated successfully from the start. The 
necessary reinsurance has been obtained each year from private insurance com- 

anies. Our preference is to rely on private sources for this reinsurance, and our 
-business relationships with the several participating companies have been and 
continue on a very satisfactory basis. 

We wish to assure your committee and Congress that it is not the intention 
of H. R. 5275 to displace private companies in providing reinsurance for crop 
insurance written under the program of the Commonwealth of Puerto Rico. 
‘The sole purpose of this bill is to provide an alternative source of reinsurance in 
case private sources, especially after a severely destructive hurricane, decide 
against continuing to make the necessary reinsurance available to us in Puerto 
Rico. Therefore, if your committee finds it necessary, we would have no objec- 
tion to the inclusion of a provision in the bill which would safeguard against 
ee of .private sources of reinsurance. If such a provision is to be 
included, we would suggest that H. R. 5275 be amended by inserting a colon 
after the last word on line 11 and adding the following language: ‘Provided, 
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That no application for reinsurance authorized herein shail be filed unless such 
agency shall have determined that the reinsurance deemed necessary 1s not 
available from recognized private sources at reasonable cost.”’ 

We want to point out that the purpose of H. R. 5275 as introduced is wholly 
in accord with a recommendation that resulted from a recent study made jointly 
by the United States Department of Agriculture and the Commonwealth of 
Puerto Rico. This was published in 1953 by the Department under the title, 
‘‘A Comprehensive Agricultural Program for Puerto Rico.”’ On page 169 of 
this report you will find a complete discussion which supports and forms the 
basis for H. R. 5275. We hope this background will be helpful in the favorable 
consideration and early enactment of this bill. 

Sincerely, 
Ramon Couon-Torres, Secretary. 

Dr. Frernés. Crop insurance was first made available under legisla- 
tion enacted by the Legislature of Puerto Rico in 1945. The program, 
in effect, pee for the insurance of coffee crops, as well as planta- 
tions, with separate insurance policies being issued to growers for the 
coffee crops and plantations as they may desire. Consideration is 
being given to extending crop insurance in Puerto Rico to additional 
crops on the basis of actuarial experience. Crop insurance now being 
written for growers in Puerto Rico by the Commonwealth is primarily 
insurance against disasters which might result largely from hurricane 
damage. The program has operated successfully since its beginning 
in 1946, and excellent working relationships exist with the private 
insurance companies that have been writing the reinsurance for this 
program. 

e crop-insurance program in Puerto Rico is administered by an 
ency in the Commonwealth department of agriculture and commerce. 
is agency writes the individual policies with the growers, and con- 
tracts with private insurance companies for the necessary reinsurance 
on @ participating basis; that is, it shares the risk of loss with the pri- 
vate reinsurance companies. The private reinsurers rely on the 
Commonwealth crop-insurance agency for administering the reinsur- 
ance program and for settling any claims for losses that may arise. 
These working arrangements have been very successful and have been 
continued from year to year under the reinsurance contracts that have 
been written. As a result, the cost of administering reinsurance is 
held to a bare minimum, insofar as the reinsuring companies are con- 
cerned. About the only expenditure of any consequence that the 
private insurance companies have is that of negotiating the contract 
with the crop-insurance agency of the Commonwealth of Puerto Rico. 
This involves the sanivaloat of about 1 day’s work per year. The 
same administrative procedure could be followed at any time it should 
become necessary for the Federal Crop Insurance Corporation to 
write reinsurance of crop insurance of Puerto Rico. In this way, 
reinsurance could be provided at a very insignificant administrative 
cost to the Federal Crop Insurance Corporation. 

I want to point out, however, that the Commonwealth of Puerto 
Rico wants to obtain the reinsurance necessary for its crop-insurance 

rogram from private insurance companies as long as they will make 
it available at a reasonable cost. This is the situation which prevails 
now, and it is hoped that the private companies will continue to make 
the necessary reinsurance available for a long time to come. How- 
ever, there is no guaranty from one year to another that private 


insurance companies will continue writing reinsurance. In the event 
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that it becomes impossible for the Commonwealth of Puerto Rico to 
obtain the necessary reinsurance for its crop-insurance program from 
private sources, then, and only then, would the Commonwealth want 
to avail itself of the opportunity to obtain reinsurance of its crop- 
insurance program from the Federal Crop Insurance Corporation. 
Thus, the sole purpose of H. R. 5275 is to provide an alternative 
source of reinsurance in case private sources, especially after a severely 
destructive hurricane, decide against continuing the necessary rein- 
surance available for the crop-insurance program of Puerto Rico. 
In this connection, I will point out that there is no basis, whatsoever, 
for any interpretation that H. R. 5275 would take business away from 
priv ate insurance companies, as is claimed in the report of the Depart- 
ment of Agriculture. 

As a matter of fact, if this committee has any misgivings in this 
regard, we would have no objection, as indicated in the letter to the 
chairman from the Secretary of Agriculture and Commerce in Puerto 
Rico, to inserting a provision after the last word on line 11 which 
would remove any apprehension that may now exist. In this case, 
I would suggest the following language be inserted after the last 
word on line 11: 

: Provided, That no application for reinsurance authorized herein shall be filed, 


unless such agency shall have determined that the reinsurance deemed necessary 
is not available from recognized private sources at reasonable cost. 


Reinsurance of crop insurance in Puerto Rico is vital to the economy 
of the island and the continued development of its agriculture. 
Until reinsurance became available from private sources, it was 
virtually impossible for coffee growers to obtain the credit they 
needed to produce their crops. The advent of reinsurance of crop 
insurance in Puerto Rico marked the beginning of the rehabilitation 
of the coffee industry on the island. It made it possible for coffee 
growers to obtain the credit they needed and to assign their crop 
insurance as security for their loans. Reinsurance provided the 
necessary safeguard that strengthened the crop-insurance program 
and gave it the high degree of confidence that it now has on the island, 
both among farmers and their sources of credit. 

In conelusion, I offer as an exhibit, the 1955 annual report of the 
Commonwealth government department of agriculture, on the Puerto 
Rico coffee-insurance program. This report gives the details relating 
to the crop insurance and reinsurance now being authorized and the 
insurance and reinsurance rates that are being paid. In addition, 
the report contains a financial statement, showing the healthy con- 
dition of this crop-insurance program. The report contains much 
additional information that will be helpful to the committee in its 
——— consideration of H. R. 5275. I urge the enactment of this 

ill. 

Mr. McMituan. Have you heard any complaint from any private 
insurance people opposing this bill? 

Dr. Frernés. I have not heard one. 

Mr. McMuituan. I noticed you mentioned the private insurance 
companies in your statement. Are there any questions that anyone 
would care to ask? 

I think Dr. Fernés has another appointment, but we may be able 
to ask a few questions. 
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How getere is the participation among coffee growers in this 
program? 

Dr, Fernés. Pardon? 

Mr. McMiiian. How general is the participation of the coffee 
growers? 

Dr. Frernés. I think all the growers practically are in it. They 
have to. You see, after coffee trees are planted, there is a wait of 
6 years for the tree to grow and have the first crop. We are subject 
in Puerto Rico to hurricanes, We are getting c ose to the season. 
Hurricanes take place every year in that area. It is only that we are 
lucky enough to escape them year after year, until one year it just 
hit us. There is that uncertainty to coffee cultivation in Puerto Rico, 
which in past times was even more important than sugarcane. It was 
only in late years that we had to begin importing coffee from other 
countries, An effort is being made to bring coffee back to its former 
position. 

Coffee is very important in Puerto Rico because of the fact that the 
island, as you know, is very mountainous and, although the coastal 
plains ae devoted to sugarcane, and that is the profitable crop there, 
the high mountains are no place for sugarcane and coffee is about the 
only thing that is really a yielding crop in those high mountains. 

We need as high a paying crop as we can because we have a little 
land and a lot of people. So coffee is a must. On the other hand, 
until recently it had no protection of any kind, as to hurricane losses 
and had no credit because of this continuous hazard. With the re- 
insurance program the coffee growers got a little more hope and they 
knew that they had some financial support, so that they have gone 
ahead, and coffee cultivation has progressed in the last few years 
tremendously. 

Now we have a little coffee to export, which we sell in New York, 
to the Puerto Rico colony in New York, because it is the type of coffee 
we are used to and is somewhat different from Brazilian coffee. 

Mr. Hermpurcer. And somewhat better than Brazilian coffee? 

Dr. Frernés. We claim it is the best in the world. I am not the 
chamber of commerce now. 

Mr. Warts. How long has this insurance program been in effect? 

Dr. Fernés. Since 1946. 

Mr. Warts. Have you had some hurricanes in the meantime? 

Dr. Fernés. No. We have been fortunate. 

Mr. Warts. Does the language you want to insert remove all the 
objections of the Department? 

r. Fernés. Well, the Department took the position, even though 
it had been recommended in the report of the Department, that this 
might compete with private insurance. That is not the purpose, 

Mr. McMituan. Do you think the proposed new language would 
take care of any opposition of that nature? 

Dr. Fernés. I think so. But of course if the committee feels that 
whe Department should be heard about it, I do not have any objection. 

Seta a. I think the Department has someone here this 
aun to make a statement on this bill. 

Mr. Warts. Is it not the philosophy of the Department to try to 
get away from all Federal crop insurance and turn it over to private 
insurance companies? I heard that. I do not know. Not only in 
Puerto Rico but everywhere, I mean. 
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Dr. Fernés. Well, the question is that private—— 

Mr. Warts. Will not do it? 

Dr. Fernés. Insurance companies may not do it, and then if the 
Government does not do it, then we have to go without it. 

Mr. Daaur. Do you have insurance companies down there that 
do write this type of insurance? 

Dr. Fernés. Yes. Up to now there have been no difficulties there. 
But of course, it is a year-by-year affair. Every year the whole thing 
has to be initiated again, and it would be too bad if as long as there are 
no hurricanes we can get it, but when we have hurricanes we cannot 

et it. 
. Mr. Hermpurcer. That is the reason just the basic insurance is 
written by a Puerto Rico Government corporation? 

Dr. Fernés. That is right, and that will continue to be so. But 
of course we need reinsurance. If we do not get it from private com- 
panies, because some hurricane might take place, the whole work of 
10 years would be practically lost in a day. 

Mr. Warts. What percentage do you reinsure? 

Dr. Frernés. I could not tell you that. I do not know. But I 
think that is all to be found—TI have a few notes here. Under the pro- 
gram the total insurance coverage, protection, is about $10 million. Of 
these the farmers bear 10 percent of the risk, the Commonwealth 
government about 25 percent of the risk and the private insurers 
provide the balance, approximately two-thirds of the risk. The 
risk of the private reinsurers runs from 4 to 6 million per year. The 
premiums of the private reinsurers run from $200,000 to $300,000 
per year. 

Mr. Warts. The premium that the grower pay? 

Dr. Fernos. I think it means the premiums which the private 
insurers get. That is from $200,000 to $300,000 per year. 

This all has been worked out, of course, because of the periodicity 
of the hurricanes. The last great hurricane was in 1932. I think we 
must be due for one pretty soon. 

Mr. McMiutan. We have had a little sample of your hurricanes 
down in South Carolina. 

Dr. Frrnés. We send them c. o. d. up to the mainland. 

Mr. McMruuan. They came out over Puerto Rico, and private 
insurance companies quit insuring houses on our coast. 

Mr. Warts. They did? 

Mr. McMiuan. Yes. 

Mr. Warts. You cannot get insurance on them. 

Mr. McMittan. I had a bill before the Banking and Currency 
Committee, the Housing Subcommittee, similar to your bill. 

Mr. Daavuz. That is because of rain. 

Mr. McMittan. Yes; rain and wind. 

Dr. Frrnés. I will be glad to answer any further questions. 

Mr. McMiuan. Any further questions? 

Dr, Fernés. I ask to be excused because I have to attend a meeting. 

Mr. McMituan. Yes. I understand. Thank you very much. 

Dr. Frrnés. Thank you very much. 

Mr. McMiuuan. Mr. Fretts, of the Department of Agriculture, do 
you care to make a statement at this time? 

Mr. Frerts. Thank you, Mr. Chairman. 
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STATEMENT OF CARL FRETTS, ACTING MANAGER, FEDERAL 
CROP INSURANCE CORPORATION, DEPARTMENT OF AGRI- 
CULTURE 


Mr. Frerrs. I would like to say, at the outset, Mr. Chairman, 
that we are thoroughly in accord with everything Dr. Fernés has said 
in regard to the soundness of the insurance venture in Puerto Rico. 
We have followed this operation very closely since its inception. It 
is in our opinion a sound operation, the results are highly satisfactory, 
and I think to sum it up I would say that they have an excellent 
program. 

But, notwithstanding all of that, the Department has recommended 
that the bill under consideration, H. R. 5275, not be passed. The 
negative position toward that bill has no reflection whatsoever on the 
soundness of the program in Puerto Rico. 

The reasons for our recommending that the bill not be passed are 
briefly as follows: The Coffee Insurance Corporation of Puerto Rico 
provides protection on both the coffee crop and the coffee plantation 
or the coffee trees. Reinsurance has and is being placed with var- 
ious American and English insurance companies. Since reinsurance 
is available from private sources, enactment of H. R. 5275 into law 
would place the operations of the Federal Crop Insurance Corpora- 
tion in direct competition with commercial insurance organizations. 
Such action would be inconsistent with the purpose for which the 
crop-insurance pregram is operated and would be contrary to the 
policy of restricting the functions of Government agencies to activities 
that cannot be performed adequately by private industry. 

The Federal Crop Insurance Corporation is conducting an experi- 
mental program to devise a practical plan whereby all risk erop 
insurance can be made available on a national basis. Efforts toward 
this goal must necessarily be concentrated on basic crops, such as 
corn, wheat, cotton, tobacco, and so forth. Although considerable 
progress has been made, there are numerous problems which still 
remain t® be solved before the objective of the program is achieved. 

Providing reinsurance in accordance with H. R. 5275 could well 
result in a continuing demand on the Corporation’s limited funds and 
personnel, and yet, because of the nature of the crop being insured, 
the experience to be gained would be of little use in the development 
of a national crop-insurance program. 

We feel rather strongly about this second reason. As I pointed out, 
we are conducting an experimental program with the intent of ulti- 
neeeny making crop-insurance protection available on a national 

asis. 

We are at the present time insuring nine crops on this so-called 
experimental basis under individual programs. ‘Then, in addition to 
that, we have spproximately 25 crops which we insure under our 
so-called multiple program whereby we cover several crops under the 
Same contract in a particular county. 

We feel that if we extend ourselves too rapidly we will spread our- 
selves quite thin and not be able to do the kind of a job that we feel 
shale Ke done. We feel that we should expand rather slowly and 
be quite conservative in the development. of these various programs. 
If we expand too rapidly, that cannot bé done with our limited facilities 
and our limited personnel. . 
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In addition to that, the cempeting with the private companies 
would incur considerable resentment from that source, and we are 
quite apprehensive of that. We have encountered quite a bit of that 
type of resistance over the years. 

Today, we have excellent working relations with the private com- 
panies. Two members of our board are representatives of private 
companies. A group of private companies are starting with the 1956 
crop in the all-risk field. They have worked very closely with us, and 
we with them, in their getting this program underway. ‘They have 
started out in 7 States insuring 3 crops in, I believe, 52 counties. The 
three crops involved are corn, soybeans, and tobacco. 

Mr. Warts. You are speaking of private companies now? 

Mr. Frerrts. Pardon? 

Mr. Warts. You are speaking of the private companies? 

Mr. Frerts. Of the private companies that started in this all-risk 
field starting with the 1956 crop. 

Mr. Warrs. Is that reinsurance or direct insurance? 

Mr. Frerts. That is direct insurance. 

We have an understanding with them that we will not go into 
counties in which they are operating and, vice versa, they will not, 
at least for the time being, go into countries in which we are operating. 
And we feel that the lagieletixe intent over the years has been that 
we develop a program and demonstrate that it can be operated on a 
sound basis at which time it will be taken over by private interests. 
We still have much to do in this country before that objective is 
reached. 

I would be glad to answer any questions. 

Mr. McMittan. Mr. Fretts, you do not think the amendment 
suggested by Dr. Fernés to his bill would take care of the situation 
you mentioned, where he stated he did not object to his bill being 
amended so it would not conflict with private companies? 

Mr. Frerrs. That certainly would remove one of the objections. 
The amendment, as I recall, was that reinsurance would just be made 
available on a standby basis, then at any time the private cgmpanies 
would discontinue to make reinsurance available, this authority could 
be used for obtaining reinsurance from the Federal Crop Insurance 
Corporation. That certainly, I should think, would remove one of 
the objections | have mentioned. The other one would still be 
pertinent. 

Mr. McMiuuan. Yes. As I understood Dr. Fernés, he stated that 
everything went well until he had one of these bad hurricanes and then 
no one would reinsure them. I know that is the case in my State on 
the hurricane business. They insure the houses on the beach until 
you have a bad hurricane, and then every company discontinues 
insuring property on the beach. 

Mr. Frerts. I would say on that point, that if the private com- 
panies on account of the excessive risk that might develop should 
decline to offer reinsurance, it would be highly possible that we would 
decline for the same reason, because we today operate almost exactly 
as a private insurance company does. Part of our administrative 
Dea are, however, still appropriated annually. 

r. McMriuan. I was a member of this committee when this crop- 
insurance bill was first created, you might say, and it was my opinion 
the reason it was created was to take care of cases where private com- 

-panies would refuse. 
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Mr. Frerts. Well, that is not entirely it, I do not believe. The 
private companies have for the most part never made insurance 
available on an all-risk basis. There have been several ventures over 
the years but none of them were continued for any great length of 
time; in other words, they failed. The primary purpose of crop 
insurance was. to develop an all-risk program whereby it could be 
demonstrated that the program could operate on a sound basis and 
then at that time the private companies would take it over. 

Mr. McMitian. Any questions? 

Mr. Warts. As I get the situation from what you said, it is the 
desire of the Department for the private companies to take over the 
entire operation as soon as they can, or as soon as they will, and that 
the Department then would be relieved of any insurance program; 
and, if we enact this legislation, it is a move in the opposite direction 
to what the Department is trying to accomplish to get out of the 
insurance business? 

Mr. Frerts. That is correct, Mr. Congressman. That, however, 
as I visualize it, would be an evolutionary process. 

Mr. Warts. Certainly. 

Mr. Frerrs. And would be extended over quite a considerable 
period of time. 

I would predict that if they move into these crops they are starting 
for 1956 progressively they will expand to the point where they may 
take over the insurance of a crop in its entirety. Then it will give us 
an opportunity to move into additional crops that we have not been 
able to insure up to this time. We have continuous demand for 
insurance on many crops all over the country. That would give us 
latitude then so that we could branch out and take under our opera- 
tion additional crops that we do not insure at the present time and 
move further into some of the crops which we insure now on a very 
limited basis. 

For instance, we just started insuring soybeans in 1955 in a very 
few counties. We are starting to insure barley this year, 1956, in 
just 5 or 6 counties. Now, there are still numerous other crops, fruit, 
crops, nut crops, and so forth, where there has been widespread 
requests for insurance during the last year, particularly. 

Mr. Warts. At least it is your hope that the private people will 
take it over eventually? 

Mr. Frerrts. Yes. 

Mr. Dacusn. Do you insure any other crops in Puerto Rico, except 
coffee? 

Mr. Frerrs. We do not insure coffee in Puerto Rico. 

Mr. Dacur. I see. 

Mr. Frerrs. We do not insure anything there. 

Mr. Daaug. This is a brandnew program; is it? 

Mr. Frets. This is a program that has been developed on the 
island itself and strictly limited to the island. 

Mr. McMuuan. I take it that the Puerto Rican Government it- 
self has an insurance program of their own? 

Mr. Frerts. Yes; that is correct. 

Mr. Daaus. I thought that was it. 

Mr. Frerrs. And it is in connection with that program that this 
bill is seeking reinsurance from the Federal Crop Insurance Corpora- 
tion. 
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Mr. McMiuutan. Mr. Heimburger? 

Mr. Hermpurcer. Mr. Fretts, you have been with the Crop Insur- 
ance Corporation quite a while, have you not? 

Mr. Frerts. Just about 11 years, Mr. Heimburger. 

Mr. Hermpurcer. I recall you were with the Corporation when we 
wrote—what was it, 1947 or 1948—the act that.we are operating pretty 
generally under now. 

Mr. Frerrs. In 1947 our act was amended and also in 1949, Mr. 
Heimburger. 

Mr. Hempurcer. Do you not think that, although the situation 
is reversed here, where it is not a private corporation but a non-Federal 
Government corporation is writing the basic insurance and the corpo- 
ration might be providing the reinsurance, if the situation should 
arise that the reinsurance was not available from private corporations, 
although it is a reverse situation, the principle is the same as that 
involved in authorizing the corporation to write insurance in areas 
where private corporations cannot or will not offer insurance? 

Mr. Frerts. I think that would be correct. 

Mr. Hermpurcer. And the fact that Puerto Rico is practically a 
1- or 2-crop area and that insurance is being offered naturally in the 
crops which are grown significantly there would not seem to me, Mr. 
Fretts, to be inconsistent with the principles of the act, because cer- 
tainly there is nothing in there to indicate that insurance should be 
withheld or denied from an area which is a l-crop area. And you do 
write lots of wheat insurance and quite a bit of cotton insurance? 

Mr. Frerts. Yes, we do. 

I would say, Mr. Heimburger, that if the insurance was not avail- 
able oe private companies possibly our position should be reap- 
praised. 

Mr. Hermpurcer. Had the Department had an opportunity to 
consider this amendment suggested by Dr. Fernds in his testimony? 

Mr. Frerts. Yes. 

Mr. Hermsurcer. But you still did not consider it would merit a 
reversal of your position even though this amendment were submitted? 

Mr. Frerts. I believe I misunderstood your question. 

Mr. Hermpurcer. The amendment suggested by Dr. Fernés here 
today, had that been presented to you formally to give you an oppor- 
tunity to consider it? 

Mr. Frerts. No, it had not. 

Mr. Hermpurcer. That is all, Mr. Chairman. Thank you. 

Mr. McMituan. Any further questions? 

Mr. Dacun: No sir. 

Mr. McMiizan. Thank you. 

Mr. Frerts. Thank you. 

Mr. McMiuuan. Does any body else care to make a statement on 
this bill of Dr. Fernés? No other one from the Department? 

Mr. Warts. Let me ask one more question about the bill: 

Notwithstanding any other provision of this title, the Corporation is hereby 
authorized— 
would it make it any more palatable to the Department if that lan- 
guage should read: ‘Notwithstanding other provision of this 


an 
title, the Corporation ‘may’ ’’? I was thinking of a situation where if 
the private companies did pull out and then maybe something ought 
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to be done, and leaving it entirely discretionary with the Department 
as to whether they moved into the field even though the rates might 
get a little high there—everything may not be just the way the coffee 
grower thinks it ought to be—but a little stopgap matter in there in 
the event the private company should eventually just wipe themselves 
out of the field and give the Department permission, if it deemed 
advisable. I do not know if there is much difference between the 
word “authorized” and the word “may.” It might be construed 
when you authorize them to do it as an obligation on the part of the 
Corporation to do it; whereas, if you use the word “may” it is certainly 
discretionary. 

Mr. Frerts. I suppose it would depend possibly on the interpreta- 
tion of the meaning of the world “may.” We have wrestled around 
with those two words on occasions quite extensively with the lawyers, 
and sometimes they say “may” means “shall’’ and vice versa. 

Mr. Warts. If we write it that the Corporation ‘‘may, not shall” 
then do you reckon the lawyers will get around that? 

Mr. Frerrs. I do not believe it would change our position, Mr. 
Congressman, as long as reinsurance is available from private sources. 

Mr. Warts. It certainly would not change your position. But the 
amendment Dr. Ferndés offered, where it says so long as the insurance is 
available from private sources you cannot do it. 

Mr. Frerts. Yes. 

Mr. Warrs. And then in the event the insurance ceases to become 
available from private companies, change this language to read you 
“may” doit. So you will not be obligated under either circumstances. 
You could not do it if the private company furnished it 

Mr. Frerts. Yes. 

Mr. Warts. And it would be optional to you if the private com- 
panies pulled out. 

Mr. Fretrrs. That would be more palatable I certainly would 
agree. However, as I pointed out a while ago, I feel strongly that 
we still have a substantial undertaking in getting a sound program 
developed for our basic crops. 

Mr. Warts. I agree with you there. 

Mr. Frerts. Reinsurance is certainly desirable in their type of 
operation, because they just have, as I understand it, the one risk, 
hurricane. 

Mr. Warts. That is right. They either have a big loss or none. 

Mr. Frerts. They have a big loss or none. And up to this time 
they have had substantially none. They have had some small losses 
from year to year, but for the most part their experience has been 

uite favorable. But they could be hit with a very substantial loss, 
ough, in any year. 

Mr. McMittan. Do you have any statement that you care to 
submit? 

Mr. Frerts. No; I do not, Mr. Chairman. 

Mr. McMiutuan. Thank you very much. 

(Thereupon, at 10:44 a. m., the subcommittee proceeded to other 
business.) 





x 











